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KEY ECONOMIC INDICATORS: ZAIRE 


All values in millions of US$ 


han dtwlih stabed. Exchange rate: US $ = .8 zaires 


Percentage Change 
1976 1977 *75-"76 "76-'77 
PRODUCTION 

GDP (constant 1970 prices) 2115 2074 - 4, 
Copper (1000 metric tons) ; 443. 489, -10. 
All minerals index (1970 = 100) ; 101. 105. -11. 
Agriculture index (1970 = 100) ‘ Sif. 106. #11. 
Manufacturing index (1970 = 100) ‘ 109. 100. - 7.° 


MONEY, CREDIT AND PRICES 
(in millions of zaires) 
Money supply 
Net credit to government 
Net credit to business 
Consumer price index (1970 = 100) 


GOVERNMENT BUDGET 

(in millions of zaires) 
Receipts 
Expenditures 
Deficit 


BALANCE OF PAYMENTS AND TRADE 
Total exports (FOB) 
Total imports (CIF) 
Balance of trade 
Balance of payments 


EXTERNAL PUBLIC DEBT“ 
Total Debt outstanding at 
beginning of year? 2561 2738 3082 
Total payments due 195.8 21369 346 
Service payments as 
% of export earnings 24.5 21.3 43.4 


11977 figures for Money, Credit and Prices and Balance of Payments 
Embassy estimates. 


Public debt figures are based on IBRD data and do not take into account the 
"London Agreement" and "Paris Club" reschedulings. 


*iacluding undisbursed 


4411 figures are Bank of Zaire data unless otherwise indicated and include most 


recent available revisions of prior year statistics. 





SUMMARY 


Despite its impressive long-term economic potential, Zaire continues to be 
plagued by financial and administrative difficulties which sharply curtail its 
economic development. The economic slump that began in 1975 when the price of 
copper plunged, lessening the earning power of Zaire's major export, is only 
slowly beginning to show signs of abating. Increasing debt service payments 
continue to require large amounts of Zaire's available foreign exchange, 
restricting imports of both finished goods and raw materials, and limiting the 
scope of local agricultural and industrial production. GDP has continued to 
fall in real terms as the annual inflation rate has reached 60-80% and the 
population has continued to grow by an estimated 3% per annum. Zaire has 
begun to take steps to improve the situation, primarily under the auspices of 
the International Monetary Fund (IMF) and the World Bank (IBRD). Together 
with its official creditors,Zaire has already negotiated two rescheduling 
agreements to ease its debt service burden, and is in the process of obtaining 
a $220 million credit from its private creditors to enable importation of 
necessary spare parts and raw materials. The slight upward trend in copper 
prices in 1978, along with continued high prices for other Zairian mineral 
exports such as cobalt and tin, should offset declining coffee prices and 
agricultural exports in general, leaving the export sector about where it was 
in 1977. Because of the uncertainty regarding implementation of the still evolv- 
ing Mobutu Plan, the terms of the new IMF standby agreement, and the timing 
of disbursements under the above mentioned private bank loan, any forecast of 
economic performance over the next year would have to be cautious, assuming 
continued stagnation, or at best minimal growth until all these pieces fall 
into place. 


The continuing tight foreign exchange situation has made life difficult for 
the American firms located in Zaire, many of which took drastic production 
cuts during 1977 because they were unable to obtain the foreign exchange 
required for raw material imports. The lack of foreign exchange and the 
generally suspicious business climate have also discouraged new investment. 
However, Zaire's raw materials, electrical energy supplies and central 
market location all continue to attract potential investors, some of whom 
are staking out claims for future investments when economic conditions 
improve. Sales of U.S. goods continue to be concentrated in those sectors 
which earn foreign exchange and for which funding by international aid 
institutions is available. However, in spite of its difficulties, Zaire 
remains the fourth largest market for U.S. goods in sub-Saharan Africa, 
and U.S. capital is expected to continue to play a vital role in the 
nation's economic development. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Copper Prices, Imports, and Growth 


The average price received for Zairian copper was $0.60 per pound in 1977, 
with prices ranging from $.52-$.70, well below its 1974 high of $1.40 per 
pound. At current export volume each one-cent movement in the annual average 
price means a gain or loss to Zaire of about $10 million in foreign exchange. 
Despite the presence on the world market of copper stocks equal to 3-4 months 
copper production, prices on the world market for the first quarter of 1978 
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have remained fairly steady at just under $.60 per pound, and a slight improve- 
ment over the 1977 average can reasonably be expected. However, the declining 
price of coffee on the world market (down to $1.50 per pound in April from a 

high of $3.30 one year ago), and slipping production of other major exports such 
as palm oil, tin, and diamonds, will probably keep Zaire's total foreign exchange 
earnings at about their 1977 level. The tight foreign exchange situation will 
continue to limit imports as it has done for the past two years. The resultant 
constriction of production has caused declines in real gross domestic product 

of 4.3% in 1976 and another 1.9% in 1977. Currently the situation for 1978 
appears to be about the same as for 1977. 


Rising Debt Service Obligations 


As the loans contracted during the early 70's period of growth and high copper 
prices begin to come due, Zaire's debt service burden has shown a sharp increase. 
Debt service payments have risen from 3% of export earnings in 1970 to an antici- 
pated 38% in 1978, further limiting the amount of foreign exchange available for 
imports of all types. The need for debt relief which prompted the Zairian govern- 
ment to seek rescheduling of its official debts in 1975-77 is again present in 
1978. The framework was established by the previous "Paris Club Agreements," 
covering all payments owed to or guaranteed by public lenders. Extension of the 
agreement to cover the 1978 maturities will, however, be contingent upon Zairian 
negotiation of a new standby loan agreement with the IMF, and implementation of 
the "London Agreement" private bank loan for $220 million or a comparable 
rescheduling by the private creditors. Implementation of the London Agreement 
also calls for Zairian compliance with an IMF standby, as well as payment by 
Zaire of the interest and principal payments due on the syndicated loans due the 
participating private banks, and no disbursement of the loan can take place until 
these preconditions are met. 


The IMF and Other Multilateral Recovery Efforts 


Zairian adherence to an IMF stabilization program is widely viewed as the key 

to any real recovery of the Zairian economy. In 1976 and 1977 the IMF designed 
stabilization programs, with accompanying standby credits, which the Zairian 
government was only partly successful in following. The key elements of both 
plans were limitations on the size of the budget deficit, and related limits on 
credit expansion, limits on governmental foreign exchange spending on items other 
than debt service, controls on short and medium-term borrowing, and reduction 

of arrearages on commercial and other debt. The Zairian government also agreed 
to hold wage increases in the public sector to 20% and to bring inflation dcwn 
from 80% to 30% per year. In part because of overly optimistic assumptions of 
the price of copper, coupled with the slow implementation of the London Bank 
Agreement and the unforeseen disruptions of last year's Shaba War, Zaire was 
unable to meet these targets in 1977, and was thus only able to draw SDR 5 million 
of the SDR 45 million standby. The terms of the 1978 standby are expected to be 
announced shortly, and will probably be much the same in general terms, but with 
the specific levels of expenditure and restraint more closely geared to what 
Zaire can realistically be expected to achieve. Nonetheless, the Zairian govern- 
ment will have to make a greater effort to control expenditures and to improve 
management in both the government and parastatal enterprises. 


Some improvement in this area has already been seen under the guise of the 
"Mobutu Plan", Originally envisioned by the Zairians as a "Marshall Plan" 
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providing unrestricted funds from European, Japanese, Arab and North American donors, 
the "Mobutu Plan" has evolved into a coordinated attempt by Zaire's major aid 
partners to work together to support internal Zairian attempts to revivify the 
economy. Although still very much in the rhetorical stage,the "Plan" has pro- 
duced some positive effects in the management of the Bank of Zaire and in the 
introduction of proven managerial talent in some of the parastatal organizations. 
The introduction of expatriate technical assistance in several crucial areas of 
the economy as part of the "Mobutu Plan" is currently under discussion with the 
IMF. The Consultative Group of the IBRD for Zaire has already met to discuss 
possible assistance to Zaire in achieving the agricultural development goals 

of the "Mobutu Plan". The final question remains the willingness and ability 

of the Zairian government to undertake the difficult reforms necessary to move 
all these assistance efforts forward. 


U.S. Investments Struggle with Foreign Exchange Shortage 


U.S. companies already located in Zaire continue to operate, but, in most cases, 
at reduced levels. Early this year the U.S. oil companies whose operations had 
been nationalized were reinstated and have begun to receive compensation payments. 
Nationalized pharmaceutical companies are also working out positive solutions to 
their claims with the GOZ. Gulf Oil, which leads a consortium of companies 
extracting oil off Zaire's coast, initiated a $25 million water injection program 
to increase production in 1977, and Societe Miniere de Tenke Fungurume (SMTF), 

a prospective copper producer about 40% U.S. owned, proposes to take its operation 
out of mothballs and into limited production in 1978. Constructeurs Inga-Shaba, 

a consortium of two U.S. firms, continues to work on the 1200 mile-long power 
transmission line which connects the Inga Dam with the mining region of Shaba. 

The line is now expected to be finished by 1980. On the other hand, the plants 
operated by General Motors, Goodyear, and Minoterie de Matadi (MIDEMA), a flour 
mill largely owned by Continental Grain, joined many others in temporarily closing 
or sharply curtailing production because of their inability to obtain foreign 
exchange to pay for raw material imports. Although there is a great demand 

for their products, most Zairian-American companies are postponing expansion 

plans until the foreign exchange situation stabilizes and they have reasonable 
prospects of a steady supply of raw materials. 


Implications for the United States 


Although the Government of Zaire has actively courted foreign investment since 
nationalization policies were abandoned in 1976, no sizable private investment 

is expected to take place in Zaire in the near term. Investors continue to be 
discouraged by the foreign exchange shortage which prevents repatriation of 
earnings and hampers raw material imports. Business confidence is recovering 
slowly from the blow delivered by the nationalization and Zairianization measures 
adopted in 1973 and 1974, even though all major businesses have been returned to 
their previous owners. 


The siren call of Zaire's natural resources and economic potential is still 
heard, however. Potential investors with the long view are attempting to stake 
out lucrative investment areas for the future by signing protocols with the 
Government of Zaire which are indications of intention to invest, and which 





give them priority to develop an industry. Areas for investment which are 
worth investigating and should pay well in the long run are agriculture, 
particularly palm oil, cotton and rubber, stock and poultry raising, food 
processing, timber, manufacturing for import substitution, and mineral trans- 
formation industries which build on Zaire's resources in minerals and cheap 
electric power. 


Despite its problems, Zaire remains one of the biggest markets for U.S. goods 
in sub-Saharan Africa. It is estimated that after debt payments, Zaire will 
have over $600 million of its own resources in foreign exchange to import goods 
and services, to which should be added the proceeds of the $220 million commer- 
cial bank credit which should begin dispersal before the end of the year. It 
should also be kept in mind that these figures do not include significant 
additional imports financed by bilateral and multilateral assistance for which 
no reliable breakdowns are available. 


U.S. suppliers to Zaire, who have no export insurance guarantees on which to 
fall back, and who are not willing to extend credit in the present uncertain 
climate, will have to identify those Zairian customers who can pay cash. This 
range of possibilities includes projects financed by international and bilateral 
aid institutions, equipment purchases by local investors who can get foreign 
exchange denominated loans from the national development and lending institu- 
tion, SOFIDE, and purchases by Zairian exporters who are foreign exchange 
earners themselves. 


World Bank projects which are currently under consideration are focused 
primarily on agriculture, transportation and education. Total projected 
investment for these projects is more than $381 million. IBRD-financed 
projects of special interest are a palm oil rehabilitation project which will 
finance the purchase of large amounts of earth moving and road building equip- 
ment, a continuing school construction project which requires imports of 
significant amounts of building hardware and construction supplies, railroad 
and port rehabilitation projects and the construction of an oil pipeline 
between the sea and Kinshasa. 


While the national development bank, SOFIDE, has been raising the percentage 
of its loans to agricultural projects, well-established import substitute 
enterprises, particularly food processors, have a good chance to get foreign 
exchange denominated loans from this source. In 1977 SOFIDE's total loans 
amounted to 22 million zaires. 


With the exception of PL-480 sales, which are targeted at $18 million for 
1978, there are no immediate prospects for further U.S.-funded balance of 
payments aid to Zaire. USAID project expenditures for equipment and supplies 
in 1978 will be about $15-$20 million and will be concentrated on agriculture 
and transport equipment and technical services. 


Most aid projects financed by third countries are tied to procurement of 
products in the lending countries. However, recently Saudi Arabia announced 
a whopping $66 million loan to Zaire for railroad and road rehabilitation 
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projects. Although details of procurement rules under the loan have not been 
made public yet, it is believed that procurement will be handled on the basis 
of international tenders. 


Purchases of goods and services financed by Zaire's own foreign exchange 
reserves, whether from export earnings or as proceeds from the $220 million 
bank credit, will be handled through the Zairian commercial banks. In their 
validation of import licenses and issuance of letters of credit, the commercial 
banks are guided by import priorities prescribed by the central bank. These 
priorities are for the importation of food, pharmaceuticals, industrial spare 
parts, and raw materials. At least 25% of the commercial banks' foreign exchange 
reserves must be allocated to such imports. The $220 million credit is also 
earmarked for priority imports. Competition among importers for these foreign 
exchange supplies is fierce. The banks, who accumulate their reserves from the 
foreign exchange repatriated by non-mineral exporters, naturally favor those 
clients who bring foreign exchange to them. Therefore, coffee and timber 
exporters have a better chance of financing their imports than those who sell 
exclusively to the domestic market. 


Given the continued uncertainty regarding the availability of foreign exchange, 
it is not possible to make accurate readings for individual markets. One can 
sell anything, but finding a customer with foreign exchange is a problem, 


Those areas where demand and capacity to pay will remain steady are in the 
export industries; mining, timber and coffee. The mining sector will continue 
to be a leading purchaser of American equipment. Agriculture, fueled by 
coffee money, will be buying heavy machinery for land clearance, tractors and 
trucks. Cold storage and refrigeration equipment in a country still heavily 
dependent on food imports will be a good seller. Small and medium-size 
generators and short-wave radio equipment are also in demand since operations 
in the interior must by in large provide their own power and communications 
resources. Rail and river transport equipment will be purchased primarily 
through international tenders. However, since President Mobutu gave his 
blessing late last year to a liberalization of air transport in Zaire, coffee 
magnates, frustrated at their inability to move their coffee out and their 
trade goods into the interior, have been actively shopping for cargo aircraft. 
Small companies looking for second-hand, bush-hopping, small planes are also 
emerging. 


In sum, life for a businessman is still difficult in Zaire, but things are 
beginning to happen. Once the $220 million bank credit is in place and the 
full details of the third stabilization plan and the Mobutu Plan are worked 
out, a significant change could take place in both the growth and character 
of business opportunities in Zaire. American investment in Zaire is already 
approximately $200 million. U.S. lenders may have four times as much in 
outstanding loans to Zaire. Zaire's potential as a market and source of 
supply is too great to ignore, and American business is expected to continue 
to play a substantial role in developing this potential. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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Commercial and economic information on most trading part- 
ners of the United States is available from the U.S. Depart- 
ment of Commerce. ° 


A Country Marketing Manager is responsible for a country 
or group of countries as listed below. Assistance or informa- 
tion about marketing in these countries may be obtained by 
dialing these key people directly: 202-377 plus the given 
extension. 


Area Extension 
Africa 


Algeria, Libya, Morocco, Tunisia 5767 
Remainder of Africa (except Egypt) 3865 


Europe 


France and Benelux Countries 4504 
Germany and Austria 5228 
Italy, Greece and Turkey 3944 
Nordic countries 3848 
Spain, Portugal, Switzerland and Yugoslavia 2795 
United Kingdom and Canada 4421 


Far East 


Australia and New Zealand 3646 
East Asia and Pacific 5401 
Japan 2425 
Southeast Asia 2522 


Latin America 


Brazil, Argentina, Paraguay and Uruguay $427 
Mexico, Central America, and Panama 2314 
Remainder of South America and Caribbean 

countries 2995 


Near East 


Bahrain, Iraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, Qatar, 
Saudi Arabia, Syria, United Arab Emirates, 
Yemen Arab Republic 

Tran, Israel, Egypt 


Eastern Europe 
USSR 
Peoples Republic of China 





